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SUBJECT TITLE: Sewer Rate Study

EXPLANATION: On August 21, 2012 the Commission expressed reservations about setting the fixed component
of the Town's commercial customers’ sewer bills (i.e., the base facility charge) on the American Water Works
Association (AWWA) equivalency factors which are based on meter size. Specifically, the concern was that the
AWWA meter equivalency factors might not provide a true indication of demand being placed on the system by
commercial customers, and consequently might be shifting some of the cost burden on single family and
multifamily residential customers. In response to these concerns the Commission directed Burton & Associates

to do more analysis of individual commercial accounts.

The Commission will recall that in developing the rate structure, Burton determined what the consumption of the
average single family home was in peak usage periods. He then compared the average multi-family peak usage
to the single family average and determined they used only 41% of what the average single family home
consumed. In rate-making jargon, that means that the average multi-family customer’s base facility charge per
unit should be 41% of a single family home. So Burton needed to determine how many equivalent residential
units (ERUs) to apply to each commercial account. For example, if a commercial customer’s water usage
averages twice that of an average single family home, they would be assigned two ERUs and their base facility

charge should be that of a single family homeowner multiplied by two.

Using 2011 billing records, Burton calculated the demand each commercial customer places on the sewer system
by taking the average of their three highest months’ water consumption and calculated how many ERUs that
worked out to be. His analysis revealed that using the AWWA'’s meter size assumptions about ERUs understated

the commercial customers’ water usage. Burton recalculated the proposed rates based on actual usage patterns

and the results are as follows:
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Single Family Multi Family
Residential Residential Commercial
Cust Service / Admin Charge (by bill) | $ 131 (S 131 (8 1.31
Base Facility Charge (by ERU) S 892 |5 3.68 |5 8.92
Usage Charge (per 1,000 gallons) S 513 | S 513 |5 5.13

The effect, when compared to the rate structure that was presented to the Commission on August 21, is that:

Single family monthly base facility charge decreases by $1.34.
Multi-family monthly base facility charge decreases by $.55 per unit.
Commercial customers’ monthly base facility charge would be determined by their ERU calculation

The table below illustrates the impact of the revised proposed rate structure relative the current rate structure on

single family homeowners at different usage levels.

Revised

Gallons Proposed Current Diff ($) Diff %

4,000/ S 30.75 | § 2873 | S 2.02 7%

5,000] S 35.88 | S 3219 S 3.69 11%

Median 6,000] S 41.01 | S 35.65 | S 5.36 15%
7,000 $ 46,14 | S 39.11 | S 7.03 18%

Average 3,000 /] 3.70 0%
9,000| S 56.40 | S 46.03 | $ 10.37 23%

Max 10,000] $ 6153 | S 49.49 | § 12.04 24%

Defining Commercial Customers’ Base Facility Charges in an Ordinance

Basing the rates on individual commercial customers’ usage patterns creates administrative challenges. It would
be unwieldy to list every commercial account’s rate in an ordinance. If there was a change to an existing
business (e.g., from a retail store, which typically has a relatively low water use, to a laundry, which has a
relatively high water use) the base facility charge may not be reflective of the new usage patterns and so the
ordinance would need to be amended often. Similarly, if a new business is opened, there is no usage history.

In order to address these issues we are analyzing commercial customers’ usage patterns to identify logical
groupings with similar usage patterns. For example, we notice that most retail stores have an ERU of one, so we
may be able to state in the ordinance that individually metered retail stores shall have the same base facility
charge as single family customers. The same might be true of single story office buildings. We do see there are
some categories of use (i.e. hotels and large restaurants) where there is no discernible pattern of water use. In
such cases, we are going to discuss with the Town Attorney whether we can just describe the methodology for

calculating their base facility charge in the ordinance.
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Rates in Future Years

Lastly, in all of our previous updates to the Commission on sewer rates we told you that we were waiting on
TeleVac to finish televising the laterals and for King Engineering to finish analyzing the tapes, so that we could
estimate the cost to repair the laterals. The review is almost complete and based on the number of laterals that
will need repair and the cost to repair them as reflected in our new annual construction contract, the cost will be
significantly higher than we anticipated. As a result, we have increased the capital budget projections to repair
the laterals by $50,000 in 2014 and $300,000 in both 2015 and 2016). In order to help alleviate some of cost
burden associated with the increase, we asked Burton to change the reserve requirement from six months of
operations and maintenance expenses to five months. Nevertheless, the increased capital spending will still
affect future rate increases. Previously, the model called for a 10% reduction in 2013, no change in 2014, 3%
annual increases starting in 2015 and 3.85% increases starting in 2018. Now the model calls for a 10% reduction

in 2013, and annual increases of 3.5% starting in 2015.

Notice Requirements
The Town Attorney has advised that because the changes from what was advertised in the original notice of

intent to modify the sewer rates are so substantial, we are required to issue a new notice, which will push

adoption into November at the earliest.

EXPECTED OUTCOME: Commission to review this information and provide guidance whether to
incorporate the new methodology described in this agenda item to calculate commercial base facility
charges in the ordinance that will come before you for first reading and a public hearing on October 23™
and will be re-advertised prior to second reading and a public hearing in November.

EXHIBITS: Burton & Associates: FY 2012 Wastewater Rate Study - Final Draft Technical Memorandum
dated, October 3, 2012

Reviewed by Town Attorney Town Manager Initials C\)%/

[] Yes = No



BURTON & AsSOCIATES

FINAL DRAFT TECHNICAL
MEMORANDUM

Burton & Associates

200 Business Park Circle, Suite 101 Telephone: (904) 247-0787
St. Augustine, FL 32095 Facsimile: (904) 241-7708

DATE: October 3, 2012
TO: Connie Hoffmann, Town Manager — Town of Lauderdale-By-The-Sea
FROM: Michael Burton, President — Burton & Associates

RE: RESULTS OF THE FY 2012 WASTEWATER RATE STUDY

INTRODUCTION:

The Town of Lauderdale-By-The-Sea (the Town) provides wastewater service to the
residents and businesses in the southern half of the Town. The Town contracts for
wastewater treatment services with the City of Pompano Beach under the terms of an
interlocal wastewater service agreement. Water is provided to the Town’s residents and
businesses by the City of Fort Lauderdale and the Town contracts with the City of Fort
Lauderdale for utility billing and customer service for the Town’s wastewater customers.

The Town recently retained Burton & Associates to conduct a Wastewater Rate Study (the
Study) to 1) develop a multi-year financial management plan and associated plan of
annual rate adjustments that would provide sufficient revenues to meet the wastewater
utility’s current and projected cost requirements, and 2) evaluate the current wastewater
rate structure, recommend changes as appropriate and develop proposed wastewater
rates using the proposed rate structure that will recover the revenue requirements
identified in the financial plan developed under item 1. This Final Draft Technical
Memorandum presents the results of the Study.

OBJECTIVE

The Town retained Burton & Associates to perform a Wastewater Rate Study (Study) as part
of the financial management of its Wastewater Proprietary Fund (Utility). The objectives of

this Study were to:

1. Evaluate the sufficiency of the Utility’s current revenues to meet its current and
projected cost requirements, and

2. Determine appropriate changes to the wastewater rate structure and develop rates
under a recommended rate structure to recover the revenue requirements identified
in the financial plan.

As the intent of a Proprietary Fund is to completely recover the cost of providing services
through user fees or charges, to the extent that the current wastewater revenues are not
sufficient to meet the Utility’s current and future cost requirements, rate revenue

Burton & Associates
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FINAL DRAFT TECHNICAL FY 2012 WASTEWATER RATE STUDY
MEMORANDUM

adjustments were to be identified in order to satisfy the operating and capital
requirements of the Utility over a multi-year projection period. Also, in order to ensure
that the wastewater rates recovered the required revenue in a manner that is fair and
equitable and in conformance with accepted rate making practice, adjustments to the
current rate structure were to be identified and rates computed under the recommended
rate structure. The impact of the recommended rates upon customers’ monthly
wastewater bills under the adjusted rate structure were also to be demonstrated.

BASE DATA
The analysis was performed using the most current historical and projected information
available for the Utility. The following sources of the data for the Utility were relied upon in

the conduct of the rate study:

1. Beginning Operating Fund Balance for Fiscal Year Ended September 30, 2011 provided
by Town staff.

FY 2011 wastewater billings (usage and billed amount) by account for the Utility per
the City of Fort Lauderdale

FY 2012 Budget for revenue and expenditures

FY 2012 year-to-date actual revenue and expenditure data through 5/31/2012

FY 2013 preliminary budget for revenue and expenditures

Additional future operating and capital improvement requirements as identified by
Town staff for FY 2012 through FY 2017 based upon King Engineering’s analysis of
capital needs, adjusted for bid prices where applicable.

e

e b

KEY ISSUES

The Town operates and maintains the wastewater collection system and contracts with the
City of Pompano Beach for wastewater treatment services. A comprehensive wastewater rate
study has not been completed for many years; however, in the winter of 2011 the Town
adopted Pompano Beach’s rates with the Pompano Beach 25% surcharge in order to provide
sufficient revenue for the system and to equalize rates among Town residents. This Study was
commissioned to ensure that the proper amount of revenues are recovered in the wastewater
rates in order to recover all of the Utility’s costs and that those wastewater rates fairly and
equitably distribute the burden of those costs to customer classes based upon the demands
placed upon the system by each customer class.

ANALYSIS

This section describes the analyses conducted during the Study. The study was conducted in
two work elements. Work Element | consisted of a revenue sufficiency analysis during which a
ten year projection of revenues and expenses and a ten year financial plan were developed
for the Utility. Work Element Il consisted of a diagnostic evaluation of the current rate
structure, determination of recommended adjustments to the rate structure and
development of rates under the recommended rate structure. A more detailed description of
the analysis conducted in these work elements is described below.

Burton & Associates Page 2
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Work Element | — Revenue Sufficiency Analysis

In this work element, a ten year projection was developed of the ability of the Utility’s
wastewater rates to provide sufficient revenues to meet all of its operations and maintenance
(O&M), renewal and replacement and capital projects requirements. We used our Financial
Analysis and Management System (FAMS-XL©) model (Model) to facilitate this analysis. The
Model was loaded with the Utility’s financial and operating data and an initial analysis was
developed. Escalation factors were estimated for each cost element in order to project costs
over the forecast period. A capital improvement program was loaded into the model with the
amount and timing of specific capital projects provided by Town staff. We then met in an
interactive work session with Town staff to review the preliminary results and made
appropriate adjustments based upon input from Town staff. The revenue requirements for FY
2013 in the results of this analysis were then used to develop specific wastewater rates in
Work Element II.

Work Element Il — Rate Design

In this work element, we conducted a diagnostic evaluation of the current wastewater rate
structure. We recommended adjustments to the rate structure and developed wastewater
rates under that rate structure that will recover the revenue requirements for FY 2013 which
was identified in Work Element I. We used the Town’s FY 2011 billing data, which was
provided by the City of Fort Lauderdale, as the basis for development of the proposed
wastewater rates. Tables were also developed which demonstrated for each customer class
and for customers with various levels of wastewater usage, the monthly wastewater bill with
the current rates and the monthly wastewater bill with the proposed rates so that it will be
clear as to the impact that the proposed rates will have upon each customer class. We then
conducted an interactive work session with Town staff to review the preliminary results and
made appropriate adjustments to provide for fair and equitable distribution of costs in
accordance with accepted rate making practice based upon the demands placed on the
system by the Town’s customers.

Technical Memorandum

We then prepared this Final Draft Technical memorandum of the results of the Study. We will
meet with the Town Commission to present the preliminary results of the Study and to review
this Final Draft Technical Memorandum. Upon receipt of input from the Town Commission
and Town staff, we will make any necessary adjustments and prepare a Final Technical
Memorandum of the results of the Study.

RESULTS

This section presents the results of the Study. The results are presented for Work Element | —
Revenue Sufficiency Analysis and for Work Element Il — Rate Design in the two following
sections.

Burton & Associates Page 3
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Work Element | — Revenue Sufficiency Analysis

The results of this work element consist of a ten year financial plan for the Utility. This plan
identifies annual rate adjustments to ensure that 1) the wastewater rates generate sufficient
revenue to cover all of the utilities operations and maintenance (O&M) costs and capital costs
in each year of the projection period, and 2) that adequate working capital reserves (equal to
five months of 0&M expenses) are maintained throughout the projection period. This level of
reserves is recommended to ensure that the Utility has sufficient resources for liquidity,
unforeseen system failures and natural disasters such as hurricanes. The first five years of the
projection period are considered to be the planning period (projections will be more accurate
during the first five years) and the second five years are a projection period (projections are
more likely to vary from actual outcomes the further into the future the projections are

made).

The results of this work element show that no annual rate revenue adjustments will be
necessary through FY 2017. However, beginning in FY 2018 3.0% annual rate revenue
adjustments will be required in order to provide sufficient revenue in the remaining years of
the projection period to cover all of the cost requirements of the wastewater system without
the need for borrowing to fund the capital improvement program.

Furthermore, the Town could reduce rates across the board in FY 2013 by 10% if desired.
However, his would require 3.5% annual rate revenue adjustments beginning in FY 2015. A
summary of the results of the Revenue Sufficiency Analysis is presented in the Control Panel
of the FAMS-XLO model on the following page. Schedules of O&M costs and the Capital
Improvements Program that are included in this analysis are presented on the pages following
the Control Panel.

Burton & Associates Page 4
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FINAL DRAFT TECHNICAL FY 2012 WASTEWATER RATE STUDY
MEMORANDUM

Work Element |l — Rate Design
During the diagnostic evaluation of the current rate structure we noted the following areas

where we recommend adjustments:

Customer costs:

Discussion
Customer costs are the costs of meter reading, billing and collections and customer

service. These costs are incurred equally for all accounts regardless of class, meter
size, units behind a master meter or usage.

Recommendation
Therefore, we recommend inclusion of customer costs in an Admin Fee component of

the fixed monthly charge apportioned equally to each account.

Readiness-to-Serve Costs (Base Facility Charge):

Discussion
Fixed costs of the system must be incurred regardless of usage. Therefore, it is
appropriate to recover some portion of the fixed costs in a fixed monthly Base Facility
Charge. This charge represents the recovery of costs to serve the potential demands
of customers and is therefore appropriate to be apportioned to customers based upon
some measure of the potential demand by customer class. Factors that are typically
used to apportion costs included in this charge are meter size (with larger meters
representing higher potential demands) or residential units served behind multi-family
master meters. All single family customers are treated the same regardless of meter
size because the usage of single family customers does not vary significantly by meter

size.

Under the current rate structure approximately 50% of wastewater revenue is
recovered in the monthly base facility charge. This is rather high compared to industry
practice wherein utilities typically collect from 15% to 30% of the revenue requirement
in the base facility charge.

In the current rate structure, the costs included in this charge are apportioned to
customer classes as follows:

Single Family Residential:
Equal per account.
Multi-Family Master Metered:
Equal per unit served by the master meter (slightly less per unit than for the

single family class).

Burton & Associates Page 8
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Master Metered Commercial:
Equal per unit serviced by the master meter. The number of units assigned to
each customer is based upon a table that was adopted from Pompano Beach
that assigns a different number of units for each customer based upon business

type.

Recommendation
We recommend the following adjustments to the wastewater rate structure:

Percentage of Revenue Requirement in the Base Facility Charge:
We recommend that the percentage of the revenue recovered through the
base facility charge be reduced to 20%. This will be more in line with industry
practice and will place more of the revenue burden in the usage charge so that
high volume users will pay their fair share of the costs of service in their usage
rate.

Single Family Residential:

° Include an Administrative Cost Component to recover customer costs -
Spread equally to each account
° No change to the Base Facility Charge structure — Each account pays the

same base facility charge

Multi-Family Master Metered:

Adjust as follows — Because the demand of a multi-family unit is less than the
demand of a single family customer, we recommend that Readiness-to-Serve
costs in the Base Facility Charge be apportioned to Multi-family Master
Metered customers based upon a unit equivalency factor' applied to each unit
that represents the average usage per unit, adjusted to peak-month levels,
compared to the average usage per unit for single family customers. This
factor was determined to be .41, which means that the potential demand of a
multi-family unit, on average, is 41% of that of a single family customer. This
adjustment will result in the Base Facility Charge per unit for this class being
41% of the Base Facility Charge for a single family customer. The average usage
basis for this determination is presented below:

Average Monthly Use per Unit
Customer Class Avg Use % of SF
Single Family 7.70 100%
Multi Family 3.18 41%

Master Metered Commercial:
Adjust as follows — Because the current units for accounts in this class were
adopted from the Pompano Beach rates and the basis is not able to be

' A unit equivalency factor is a factor that expresses average peak period demand of a multi-family unit as a
fractional multiple of the average peak period demand of a single family customer.

Burton & Associates Page 9



FINAL DRAFT TECHNICAL FY 2012 WASTEWATER RATE STUDY
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Usage Costs:

Discussion

determined and because some of the unit designations by property use appear
to not be reflective of demands, we recommend an alternative approach to the
rate structure for this class.

The challenge in determining the appropriate apportionment of Base Facility
Charge costs for this class is that unlike the residential single family and multi-
family classes, usage from account to account in this class varies considerably
and there is not a perfect apportionment factor for spreading of these Base
Facility Charge costs within this class.

Therefore, it was determined in consultation with, and at the direction of the
City, to establish unit equivalency factors, referred to as equivalent residential
connections (ERUs) for each commercial customer based upon each customer’s
historical usage. The ERUs assigned to each commercial account were
calculated by dividing their average monthly use during each customers’
maximum 3 months within the test period by the average of the maximim 3
month usage per Single Family unit. The summary of the unit-recalculation for
commercial customers is presented in the table below. A schedule containing
each commercial customer and their re-calculated units is included in the
Appendix of this report.

Commercial Unit Comparison
Current Units Calculated Units
Monthly Units 1,231 884
Annual Units 14,772 10,608

It should be noted that a re-calculation of the ERUs for each commercial
account will be necessary every twelve (12) months to be sure that changes in
use are reflected in the ERUs and the Base Facility Charges for commercial
customers. Also, if there is a change in ownership or tenancy, it may be
necessary to establish ERUs for such accounts based upon the average ERUs for
similar customers until there is enough usage data to establish the ERUs based
upon the usage data of the new customer.

All costs not recovered in the fixed monthly charge are recovered in a usage charge per
1,000 gallons of water billed. Billed water is used because it is the only measure of
actual usage available, with the assumption that the water billed is returned as
sewerage for treatment. The exception is that for residential customers some water
usage may be for irrigation and is not returned as sewerage for treatment. Therefore,
it is common to cap sewer billing for the residential class at a level where in most cases
usage above the cap is used for irrigation and is not returned as sewerage for

Burton & Associates
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treatment. The current rates cap sewer billings for residential units at 10,000 gallons
per month.

Recommendation
The average usage for the single family class is approximately 7,700 gallons per month.
Given the variability of indoor usage for this class and the closeness of the average
usage to the current sewer billing cap, we recommend that the current sewer billing
cap of 10,000 per month per unit be kept in place for residential customers. We
recommend that the Town continue to bill commercial customers for sewer for all
water usage.

The results of this work element are the recommended rates presented in the table on the
following page. The recommended rates in the following page incorporate the rate design
elements discussed in this section, as well as the 10% reduction in overall rate revenue
requirements as discussed in the RSA portion of this report. The current rates are also shown
for a comparison. Detailed schedules of the impact of these rates upon the monthly bills of
customers by class are presented in the Appendix.

Burton & Associates Page 11
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Existing and Recommend Wastewater Rates:

Existing Rates
Single Family Multi Family ;
Ch T C |
e Type Residential Residential ommercia
Base Facility Charge (by ERU) S 14.89 | S 14.26 | S 16.33
Usage Charge (per 1,000 gallons) S 346 | S 3.46 | S 3.46
Proposed Rates
Single Family Multi Family .
T |
Charge Type Residential Residential tommercia
Cust Service/Admin Charge (by bill) | S 13118 13115 1.31
Base Facility Charge (by ERU) S 892 1|8 3.68 |8$ 8.92
Usage Charge (per 1,000 gallons) S 51315 LS 5.13
RATE SURVEY

We have included a survey of rates in other communities in the area which is presented on
the following page. For each entity in the survey it shows the monthly bill of a single family
customer with 6,000 gallons per month of water usage.

Burton & Associates Page 12
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FINAL DRAFT TECHNICAL FY 2012 WASTEWATER RATE STUDY
MEMORANDUM

CONCLUSIONS & RECOMMENDATIONS
Based upon the analysis presented herein, we have reached the following conclusions and
recommendations regarding the Town’s wastewater system:

1. The Utility’s current rates could be reduced by 10% in FY 2013 and would be sufficient
to meet its projected costs over the forecast period through FY 2014. However,
inflationary like rate revenue increases will be required in the projection period of FY
2015 through FY 2022 to fund the projected requirements without borrowing to fund
the capital improvement program.

2. The current rate structure should be adjusted to achieve a fairer and more equitable
distribution of the costs to customer classes and to customers within each class.

Recommendations:

1. Adopt the plan of a 10% reduction to rates for FY 2013. Review the analysis
periodically to determine if the projected 3.50% annual inflationary level adjustments
presented herein for FY 2015 through FY 2022 continue to be required.

2. Adopt the schedule of rates presented herein, which reflect adjustments to the rate
structure as recommended herein which also reflect the 10% reduction in rate
revenue.

3. Perform an annual review/update of the revenue sufficiency analysis to ensure that as
events actually occur, the plan can be adjusted as necessary to continue to provide
sufficient revenues to meet the Utility’s needs.

If you have any question or would like to discuss this Final Draft Technical Memorandum,
please do not hesitate to call me at (904) 247-0787.

Sincerely,

Michael E. Burton
President
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FINAL DRAFT TECHNICAL RESULTS OF THE FY 2010 STORMWATER RATE STUDY
MEMORANDUM

APPENDIX

The following pages of this appendix present tables for each customer class which present the
impact that the proposed rates will have upon the monthly wastewater bill compared to the
monthly wastewater bill with the current rates.
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